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Bolivia's foreign public debt grew by nearly US$600 million in 1994, and officials say that unless debt
servicing obligations are restructured, Bolivia could be headed toward another debt crisis similar
to the one it faced during the 1980s. During that decade, Bolivia's excessive debt burden combined
with extremely lax fiscal and monetary policies pushed the country into an unprecedented economic
crisis, characterized by hyperinflation that at one point reached 8,000%. Like other countries in the
region, in the late 1980s the government fundamentally altered its fiscal and monetary policies,
reeling in state spending and enforcing tight controls over the money supply that allowed the
country to cut the bottom out of inflation by the early 1990s.
The structural adjustment program in turn paved the way for a renegotiation and restructuring of
the foreign debt, which the government completed in 1992 and 1993. Under the debt reorganization,
the government managed to completely eliminate its foreign commercial debt of US$170 million
by securing loans from bilateral and multilateral sources to either buy back what it owed to the
private banks, or swap the debt for investments in education and environmental programs. In fact,
Bolivia was the first country in the region that managed to erase its commercial debt entirely, since
most other Latin American and Caribbean debtor nations only negotiated a reduction in their total
commercial debt, plus agreements to ease the terms of debt repayment (see NotiSur, 10/29/92 and
03/04/93).
However, the debt renegotiation was largely aimed at reopening the floodgates for new foreign
loans to the country. As a result, since mid-1993, the country has again begun to rely heavily on
foreign financing to cover nearly all public sector deficits, as well as state investment projects. About
the only substantial difference between the present process of loan contracting and the handling
of debt arrangements in the past is a deliberate effort to secure aid from multilateral and bilateral
sources rather than from commercial banks, which generally demand much stricter repayment
conditions. Indeed, since early 1993, the government has only contracted about US$60 million from
foreign private sources, of which just US$10 million is from banks, with the remainder owed to an
array of private lending institutions (see NotiSur, 04/07/94).
In contrast, the government borrowed nearly US$100 million from bilateral and multilateral sources
in 1993, and in 1994 it received another US$600 million from those sources. As a result, the total
foreign public debt has grown by 19% since early 1993. When the government completed debt
renegotiation, it had reduced the total amount owed to US$3.7 billion, but by the end of 1993 the
debt had increased again to US$3.8 billion, and last year it mushroomed to US$4.4 billion. This year,
the debt is expected to grow even more because the government is counting on huge loans from
multilateral and bilateral sources especially the World Bank and the Inter-American Development
Bank (IDB) to finance structural economic reforms, such as an ambitious privatization program
scheduled to begin this year (see NotiSur, 11/03/94 and 12/01/94). Indeed, in January the IDB
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approved a US$70 million loan to set up a new investment fund for the private sector, and in early
February the World Bank approved US$160 million in loans to finance 10 development projects that
range from educational and judicial reforms to environmental cleanup programs.
Debt servicing is already beginning to pose a serious problem, and government officials now warn
that, unless some of the debt repayment terms are restructured, the country will face another debt
crisis in the medium to long term. According to Finance Minister Fernando Cossio, debt servicing
obligations presently represent about 39% of the country's annual export income, creating an
extremely heavy burden, since the country only earned about US$1.1 billion from exports in 1994.
Cossio argues that debt repayment obligations should be brought in line with the ratio prevalent
among other small debtor countries, such as El Salvador and Guatemala, where debt servicing
represents between 10% and 15% of export income. But to lower the ratio to 15% in Bolivia, the
country would have to increase its exports to at least US$2.5 billion, a nearly impossible task,
meaning that the government must renegotiate repayment schedules. In fact, in August of last year
when the government accelerated negotiations for new multilateral and bilateral loans Cossio made
an impassioned appeal for prudence in contracting new debt. "We are rapidly heading toward a
new crisis," said Cossio in declarations widely published in the local press.
"It is a cyclical process whereby we become heavily indebted, we renegotiate the debt and creditors
pardon the loans, and then we begin to borrow again to the maximum limit, until finally we enter
another debt crisis." According to Cossio, of the total US$4.4 billion foreign debt, about US$2.7
billion is owed to multilateral lending institutions, and just under US$1.7 billion is owed to foreign
governments, the majority to Japan, Germany, Belgium, the US, France, Brazil, and Britain. About
80% of the loans to both multilateral and bilateral sources are on concessionary terms with up to 40year repayment periods. The remaining 20% of the loans, however, carry much stricter repayment
schedules, and the government hopes to renegotiate many of those loans. A new round of talks with
the Paris Club of creditor nations is scheduled for later this year. [Sources: Economic and Social
Progress in Latin America 1994 (IDB), October 1994; Inter Press Service, 10/21/94, 02/01/95; Spanish
news service EFE, 02/06/95; Agence France-Presse, 07/30/94, 08/02/94, 11/29/94, 12/14/94, 12/22/94,
01/09/95, 01/17/95, 02/07/95]
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